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KEY ECONOMIC INDICATORS ON WESTERN GERMANY 
In billions of U.S. dollars unless noted 


1991 
1989 1:Q/p 1991/a 


Domestic Econom 
Population (millions; ann. avg.) 62.1 63.9 


Population growth (%) 1.0 ‘ 1.4 


GNP in current dollars 1,193.4 1,500.8 1,526.6 
Per capita GNP, current dollars 19,218 23,823 23,891 
(thousands) 


GNP in German Mark 
(1985 prices) 2,046.8 2,138.7 2,202.9 
% change 3.8 4.5 3.0 
Consumer Price Index % change 268 Zeal 3.53575 


Production and Employment 


Civ. labor force (millions) 
Unemployment (avg. % for year)/b 
Industrial production (% change) 

(local currency base 1985=100) 
All-German Government surplus 

or deficit as % of GNP/c/e 0.2 


Balance of Payments (in current dollars)/f 
Exports (F.O.B.) 340.7 
Imports (C.I.F.) 269.2 
Trade balance Lo 


Current account balance 57 52 


Foreign direct investment (new)/d/f 6.7 
Foreign exchange reserves (year end) 
Average exch. rate for year 
(DM = us$1.00) 


Foreign Direct Investment/d 
Total (cumulative; year-end) 
U.S. (cumulative; year-end) ) 
U.S. share % 


German - U.S. Bilateral Trade/f 
German exports to U.S. (F.O.B.) 
German imports from U.S. (C.I F.) 
Trade balance 
U.S. share of German exports (%) 
U.S. share of German imports (%) 


Principal U.S. exports (Jan.-May 1991) in millions of U.S. dollars: 
Machinery 2,336; chemicals 1,675; electrical equipment 1,474; aircraft 
1,847; edible fats and oils 259; motor vehicles 653. 

Principal U.S. imports (Jan.-May 1991): motor vehicles 2,183; machinery 
2,019; chemicals 1,621; electrical equipment 1,216; aircraft 291. 


p/ preliminary; a/ projections for 1991 are consensus forecasts; 

b/ as percent of total labor force; c/ on NIA-basis, all levels of 
government including the social security system; including the German Unity 
Fund; d/ foreign direct investment in the Federal Republic of Germany; 
Deutsche Bundesbank data; e/ series break since second half of 1990 due to 
the inclusion of the former GDR government finances; f/ series break since 
July 1990 due to the inclusion of former GDR foreign transactions; n.a. = 
not available. Sources: Federal Statistical Office, Deutsche Bundesbank, 
OECD, German Government. 





SUMMARY 


On October 3, 1990, Germany reunited. Although political unity has 
been accomplished, and considerable work achieved in the east in the 
construction of local and state governments on the west German 
models, it remains clear that economic conditions in eastern and 
western Germany are still vastly different. Moreover, as we 
approach the first anniversary of unification, the trend of 
development in the two regions continues to be divergent. 


Through the first half of 1991, western Germany has been 
experiencing an economic boom unrivaled in strength and perhaps 
duration by any expansion in Germany in over 30 years. Eastern 
Germany, however, is just beginning to show signs that the dramatic 
economic contraction accompanying the process of structural 
adjustment from a command to a free market economy is bottoming 
out. Whereas real west German GNP grew roughly 4.5 percent in the 
first half of 1991, and appears set for growth of at least a 3 
percent pace for 1991 as a whole, the east German economy will 
shrink by as much as 25 percent this year after suffering a similar 
fate in 1990. As discussed below, labor market developments have 
been similarly divergent, with unemployment shrinking in the west 
and growing rapidly in the east. 


To bridge the costs of its reconstruction, western Germany will pump 
transfers into eastern Germany of up to Deutsche Mark (DM) 

150 billion annually for the next several years. The transfers will 
be used to invest in essential public infrastructure, as well as 
maintain relatively high levels of income and consumption. The high 
level of public expenditures in eastern Germany in turn will place 
considerable demands on German fiscal and monetary policy, as will 
resurgent inflation and the possibility of greater external 
commitments given developments in the USSR, Eastern Europe, and 
elsewhere, All the same, given the current strength of the west 
German economy, the Federal Republic remains well poised to afford 
the costs of both unity and foreseeable external events. 





DOMESTIC OUTLOOK 


Western Germany: Although Germany is again united, it remains 
difficult to speak of a single German economy due to the continuing 


lack of reliable statistical data on the economy of eastern Germany 
both prior to and after July 1, 1990. Nevertheless, since there is 
only one central government and inter-German trade statistics are no 
longer gathered systematically, it is increasingly difficult to 
separate certain GNP components into eastern and western portions. 
The German statistical authorities now intend to release all-German 
data'in 1992. Until then, however, it will remain necessary to keep 
Our quantitative treatment of eastern Germany to a bare minimum and 


split our qualitative discussion of the German economy along 
east-west lines. 


In the first half of 1991, west German real GNP expanded by roughly 
4.5 percent, maintaining the vibrant growth rates of 1990 when GNP 
grew by 4.6 percent. German consumers were a primary factor behind 
the expansion of the past 18 months, with real private consumption 
rising by more than 4 percent throughout the period. Consumer 
spending was boosted by a number of factors, most notably by the 
implementation in 1990 of income tax reform whose effects were still 
being felt in early 1991. Due to growth in other sectors of the 
economy, the labor market has swelled notably, adding nearly 700,000 
new jobs in 1990 and a similar increase is expected in 1991. In 
addition, having gained large wage increases in the 1991 wage round, 
job holders have been taking home significantly larger pay checks, 


with net wages due to expand by roughly 5 percent in 1991 after 10 
percent growth in 1990. 


The effect of unification on west German households should also not 
be overlooked. Though impossible to measure precisely, purchases by 
east Germans of west German products was very pronounced throughout 
1990 and early 1991. Retail sales in Berlin (West) rose 50 percent 
year-over-year in 1990 due to the surge in demand from east German 
consumers. The inbound tonnage passing through the port of Hamburg 
has swelled by as much as a fifth. Investment in the west German 
retail sector also has been running at a 20 percent growth rate in 
order to meet increased demand. Another indicator of the 
"unification effect" is the large number (more than 350,000) of east 
German “commuters," who live in eastern Germany but work in the 
western portion. Altogether, some economists have estimated that 
the demand from eastern Germany has contributed up to one-half of 
western Germany's growth since July 1990. 





West German private consumption in the latter half of 1991 is 
expected by most observers to fall off considerably. Strong 
negative factors include recent stiff increases in petroleum taxes 
and a surcharge on income taxes and a significantly higher rate of 
inflation. In addition, slowing German exports due to weak demand 
in the world economy is likely to hinder overall German growth 
prospects and dampen additional growth in the labor force. 


Investment continues to be a key component of west German growth, 
expanding by an energetic 8.2 percent in 1990 and perhaps 

5.2 percent in 1991. To counter high demand and capacity 
utilization rates, investment in machinery and equipment leapt by 

12 percent both in 1990 and the first half of 1991. Overall 
investment, however, is expected to taper off in the latter half of 
1991 and 1992. Dampened demand for German exports, higher inflation 
and interest rates, lower capacity utilization rates, and higher 
wage and energy costs are cited as factors that will slow 
construction and equipment investment in the near future. Moreover, 
to a significant extent, west German private investors are shifting 
the location of their investment to eastern Germany. Similarly, 
public investment in the west will at best remain flat as the 


country responds to the tremendous shortage of public infrastructure 
in the five new eastern German states, 


West German consumer price inflation has accelerated sharply since 
the spring of 1991. By July 1991, the consumer price index (CPI) 
was rising by a 4.4 percent rate, compared with April's increase of 
just 2.8 percent. The primary factors underlying the deteriorating 
price climate are the higher consumption taxes on oil products and 
other goods and services that went into effect on July 1, 1991; 
increased rents in the housing sector resulting from higher interest 
rates and a shortage of housing stock; higher wage costs that firms 
are beginning to pass on to consumers; and a weakening DM that has 
adversely affected import price developments, particularly in 
comparison to trends of a year ago. 


Most observers expect inflation to average 3.5 percent for 1991 and 
4.0 percent in 1992. Additional tax hikes planned for early 1992 
and high rent levels will sustain the CPI at a 4,.0+ level throughout 
much of 1992. Moreover, little relief is currently in sight. The 
1992 wage round already portends the possible development of a 
wage/price spiral. Should the 1992 wage round indeed result in 
immoderate wage gains, current pressures on unit wage costs would 
necessarily increase, as would the Bundesbank's inclination to 
maintain a tight monetary policy and high nominal interest rates. 





Eastern Germany: The inefficiencies of the socialist command 
economy were made grossly evident following the introduction of the 
German Economic, Monetary and Social Union (GEMU) on July 1, 1990. 
In the months since GEMU, it became clear that the average eastern 
German firm was only one-third as productive as its western 
counterpart; rarely produced goods of any marketability in the west 
(nor in the east once a choice was offered); often caused tremendous 
damage to the environment; and had accumulated large sums of debt. 
Admittedly, GEMU's introduction of the DM in the east on an almost 
par basis grossly overvalued eastern economic output, thereby 
dealing a crippling blow to eastern competitiveness. Since then, 
relatively quick wages gains have further increased production costs 
to the disadvantage of eastern firms. 


Moreover, the failure of the former German Democratic Republic (GDR) 
to maintain a modern base of public infrastructure and the 
unfamiliarity with western legal practices have compounded the 
difficulties faced by east German firms in competing in the global 
marketplace. As a consequence, significant portions of eastern 
industry have shut down and are likely to disappear as 
reconstruction proceeds. In some cases, west German and foreign 
firms will enter and virtually displace eastern firms throughout 
entire sectors. The eastern state-owned banking monopoly, for 
instance, has all but disappeared as west German commercial and 
various banking associations have entered the market, leaving behind 
only the shells of a few former GDR state banks to hold the 
mountains of former GDR commercial debt. Similar replacement of 


eastern industries with efficient western firms is occurring in 
sectors such as autos, insurance, and food processing. 


The economic consequences of unification will continue to rack the 
east German economy throughout 1991, possibly much longer. Though 
the data are sketchy at best, estimates have industrial output in 
eastern Germany in the spring of 1991 reaching levels of just 

40 percent of pre-unity production. Unemployment had risen to a 
rate of over 12 percent by July 1991. While most forecasts 
anticipate that the eastern economy will bottom out and perhaps 
begin to slowly expand by the end of 1991 or early 1992, the economy 
will be significantly dependent in the near term on flows of western 
transfers at levels greater than 50 percent of eastern GNP. It 
should, however, be through the worst of the shocks accompanying 
structural adjustment by mid-1992 and thus significantly reoriented 
in the direction of a western market economy. Although a recovery 
in manufacturing and other industrial production (and employment) is 
not likely until after 1992, growth in construction and other 
services could be robust in the interim. 





Perhaps the key component of eastern Germany's recovery will be 
investment. Some economists have estimated that the capital stock 
in eastern Germany On a per capita basis is only one half that in 
the west, indicating both that the demand for investment is enormous 
and that reconstruction will be costly. Although public and private 
investment plans for 1991 and 1992 are substantial, a number of 
serious impediments remain for those considering investing in 
eastern Germany. Obstacles include an inefficient public 
administration at the local and state level, an immature property 
and real estate market, a shortage of public infrastructure, 
unresolved liability for corporate debt and environmental damage 
amassed under the former GDR regime, and the sometimes ambivalent 
treatment of potential foreign investors by the German Trust Agency 
(Treuhandanstalt) charged with privatizing the formerly state-run 
corporate sector. Bonn has done much to remedy these and other 
problems, yet the overall environment remains a difficult one. 


Fiscal and Monetary Policy: The direction of German fiscal policy 
has shifted dramatically Th the last two years. According to one 
measure, the public sector in western Germany ran a budgetary 
surplus as recently as 1989. By 1991, however, the public sector 
will be in the red by more than 5 percent of GNP and little deficit 
reduction is likely in 1992. Moreover, although Germany has 
committed itself to earnestly reducing federal deficits in the 
medium term, the fiscal challenges facing the country over the next 


few years will make that goal extremely difficult to meet, if not 
illusory. 


The reconstruction of the east German economy will continue to 
require massive amounts of public transfers. For 1991, the federal 
government has budgeted more than DM 90 billion for expenditures in 
the east and total transfers from the west will equal nearly 

DM 150 billion. Since the Germans have only marginally cut other 
services, the increased expenditures resulting from reunification 
are being financed by higher taxes, increased mandatory 
contributions to the German social insurance systems, and more 
public sector borrowing in the capital markets. 


To limit federal borrowing requirements, the Kohl government 
implemented a package of tax increases on July 1, 1991 that will 
boost federal revenues by an estimated DM 18 billion in 1991 and 
DM 30 billion next year. In addition, the ruling coalition agreed 
to a modest 3-year program of subsidy reduction in western Germany. 
Although no new taxes are planned for the period through 1992, 
European Community (EC) harmonization efforts will lead to a hike 
in 1993 of Germany's basic value-added tax rate by at least 

l percentage point from the current 14 percent rate. 





External demand for west German exports has moderated in 1991 as 
Germany's primary trading partners in Europe and North America have 
entered or passed through recessionary periods of development. 
These trends, coupled with the largely fiscally stimulated demand in 
eastern Germany, will contribute to a sharp increase in imports 
(much of the increase is bound for eastern Germany, however) and a 
sharp decline in Germany's external surplus position. From a peak 
in 1989 of about DM 104 billion for the current account surplus in 
western Germany, most economists expect a slight current account 
deficit in 1991 for Germany as a whole. As Germany's trade and 
current account surpluses narrow or disappear, capital exports will 
also decline vis-a-vis third countries, thus freeing up the 
financial resources needed for the very substantial increase in 
private and public investments in eastern Germany. 


Future Prospects: A general consensus exists in Germany that the 
necessary atFFicult steps should be taken to speed the structural 


adjustment process in eastern Germany and to ensure that all of 
Germany in the future enjoys high levels of both productivity and 
prosperity. All the same, one generalization that can be made about 
the German response in the past 18 months to the demands of 
unification has been that it has lacked a sense of sacrifice. 
Western and eastern workers sought large wage gains in 1991 (and 
threaten to do likewise in 1992) despite the corrosive effects that 
wage developments have had on productivity in the east and inflation 
in the west. Similarly, western recipients of state subsidies 
(which equal, according to one definition, 6 percent of western GNP) 


made it politically impossible in a recent, agitated attempt at 
‘budget consolidation to pare but a modest fraction of subsidies. 
Higher taxes, inflation, public sector deficits and interest rates 
are the consequences of Germany's intent to unify with only a 
modicum of pain or sacrifice. 


In the second year of unity much remains to be done in eastern 
Germany. Public infrastructure and working public administration 
must be put in place. Flexibility will be needed by both employers 
and employed to accommodate the changes that are accompanying 
economic restructuring and to improve productivity as quickly as 
possible. The government also must ensure that its complex 
regulatory requirements do not worsen an already delicate investment 
environment. Simultaneously, while struggling with the fiscal and 
monetary challenges of unification, the government must see that 
taxes and interest rates do not rise to levels that harm the near- 


and long-term prospects for growth, particularly in western 
Germany. 





Generally speaking, Germany is well prepared to face the challenges 
of unity. Western Germany enjoys a high savings rate, high levels 
of employment and output, a relatively disciplined public sector 
that successfully waged a campaign to end a period of fiscal 
profligacy as recently as 1980s, a large external payments position, 
and a well-trained and educated work force. It can afford the 
temporarily large government expenditure required to rebuild eastern 
Germany, as well as contribute to international responses to 
external challenges that have arisen in the Persian Gulf and 
elsewhere. In addition, given the great need for investment in the 
east, relatively high interest rates and reputed plans for 
privatization of public assets in the west, one might expect that 
foreign investment flows into Germany, including those of U.S. 
investors, will also increase. For though unity presents Germany 
with many challenges, the opportunities -- ranging from access to 
new markets in Eastern Europe to the availability of a well-trained 
work force in eastern Germany itself -- are many as well. 


Labor Market: Still Separate Markets with Opposing Trends: The 
passage of a year Of ant Fi cation finds Germany's Labor markets still 
divided by the old borders and moving in opposite directions. This 


situation mirrors the contrasting economic trends in the original 
Federal Republic and the former GDR. 


In western Germany, employment has continued to rise and 
unemployment to fall. The most recent data available (June 1991) 
showed that estimated employment had risen to a record high of 


29,064,000, an approximately 2.3 percent increase over June 1990. 
Unemployment in July was 2,706,000, or 5.7 percent of the total 
civilian labor force, and 6.3 percent of all wage and salary 
earners. Although slightly higher for seasonal reasons than the 
June figure, the unemployment rate compares favorably with the 
corresponding month in 1990 (6.4 percent of the total civilian labor 
force and 7.1 percent of all wage and salary earners). 


In the former GDR, after a period of relative stability during which 
unemployment had been rising relatively slowly from around 800,000 
in June 1990, it jumped by some 220,000 to 1,068,639 in July. This 
represented an increase in the rate in June 1991 from 9.5 to 

12.1 percent (total civilian labor force) and from 8 to 9.8 percent 
of all wage and salary earners. This increase, which was smaller 
than had been expected, is largely attributed to the expiration of 


various 1990 agreements whereby lay-offs had been deferred until 
July l. 
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The basic problem in the east remains the need to reduce the excess 
number of workers in industry and government, and to create new jobs 
for them in the service sectors and train them in the new skills 
they will need. In the category of unemployment assistance, another 
209,907 were participating in job creation programs, 1,615,893 were 
short-time workers receiving a portion of their pay for shortened 
hours, and 95,614 more were in training programs, all supported with 
government funds. 


Although there is some official speculation that unemployment may 
increase to as much as 1,500,000 by year's end, there are already 
signs that certain sectors (e.g., construction) are recovering, and 
that job creation (in the form of new job openings registered with 
the national employment service) is on the rise (from 14,051 in June 
to 133,104 in July). However, no quick end to the jobless program 
appears in sight. 


The correlation of wages between east and west has become a matter 
of controversy. The original consensus between the unions and 
employers associations (that enjoy the legal right to settle such 
matters independently) to hold wages in the east below those in the 
west and strictly link future increases to productivity gains was 
abandoned early in 1991. It was then agreed that, for psychological 
and related reasons, wages would have to be permitted to rise 
independently of productivity for a time. Subsequently, an 
agreement was reached in the metal and electronics fields whereby 
eastern pay would be increased to western levels, in stages, by 
April 1994, This agreement has since become a focal point of 
controversy, and there is concern that wages in eastern Germany are 
being pushed up too fast. Similarly, there has also been 
unhappiness over the refusal of the unions to hold back their wage 
demands in the west, or to earmark part of their potential wage 
hikes for investment in the east. 


It is to be expected that the dispute over wage parity will be a 
major subject of public interest through the spring of 1992 and the 
conclusion of the next collective bargaining round. 
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IMPLICATIONS FOR THE UNITED STATES 


The U.S.-Germany bilateral trade picture has moved closer to 
equilibrium in recent months, an improvement stemming, in our 
perspective, more from the steady real growth in the German economy 
and commitments to plant and capital investments than from exchange 
rates. The U.S. Department of Commerce reports that U.S. exports to 
Germany rose in 1990 to $18.7 billion, a 10 percent increase over 
1989. For the same period, the Bureau of the Census estimates U.S. 
imports of German goods at $28.2 billion. Although the bilateral 
trade deficit consequently rose to $8.5 billion in 1990 from 

$7.9 billion in 1989 (an increase of 7.6 percent), the first 

4 months of 1991 show a comparatively modest deficit of $1.5 
billion, fostering hope that further improvement can be achieved, 
especially since unification seems to offer increased business 
opportunities for U.S. companies. 


Computers, peripherals and software still offer the best combined 
sales and growth prospects in the overall German market. 
Telecommunications should also receive special attention from U.S. 
suppliers. There is still government and political influence to be 
found in this industry, but steady improvement is anticipated as 
Deutsche Bundespost Telekom adjusts to market conditions for some of 
its activities, and as the European Community continues to push for 
more open telecommunication markets across the continent. 


Other sectors or products on which U.S. suppliers should focus are 


pollution control equipment, aircraft and parts, and electronic 
components. Attractive opportunities also exist in the photographic 
equipment and accessories, sporting goods, and robotic fields. 


Prices are only rarely cited as the primary consideration in 
U.S.-German business dealings. After all, a country that sells much 
of what it produces abroad and does so on the basis of a reputation 
for quality cannot afford to employ less than commensurate levels of 
quality in the production of these goods. Thus, the German 
corporate buyer is attracted to efficient, reliable, and labor 
saving products. That buyer will also insist on the ready 
availability of spare parts and technical assistance. Only when 
these requirements are addressed will price play a role. 
Consequently, American companies do well in this wealthy market when 
offering innovative, quality products, 


The Commerce Department's U.S. and Foreign Commercial Service 
continues to encourage greater American participation in German 
trade fairs as the most cost-effective vehicle for introducing new 
or improved products or technologies to the German and international 
markets. Increasingly, the German fairs provide a gateway to both 
the markets of the EC and Eastern Europe. 
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In contrast to many North American trade shows, the typical German 
fair is much larger, represents virtually the entire industry, and 
is a highly successful sales venue. Held annually in Hanover, CeBIT 
(March 11-18, 1992) is the world's largest trade fair for computers, 
software, office automation, and telecommunications. The March 1991 
show attracted more than 4,500 exhibitors from 100 countries and 
more than 560,000 visitors. The competitiveness of U.S. products in 
these technologies and the enormous number of international buyers 
(including many new ones from Eastern Europe) make CeBIT an 
important event for American firms. 


Besides CeBIT, some of the upcoming major international German trade 
fairs are: ANUGA (the world's largest food products show), SYSTEMS 
(computer products), PRODUCTRONICA (electronics industry), 
HEIMTEXTIL (home textiles), the Hanover Industry Fair, the 
International Frankfurt Fairs for consumer goods, and the ISPO 
sporting goods/fashion fairs in Munich. 


Infrastructure projects are among the most promising potential 
business opportunities in eastern Germany. Most of these are likely 
to be in the areas of water and sewage treatment; power generation; 
construction of commercial, residential, and public real estate; 
city planning; airport construction and management; and related 
services. Companies should be prepared to propose turnkey solutions 
to city, state, or federal governments. Experience shows that city 
governments are generally not in a position to fully plan and design 
their own projects and have only limited expertise with which to 
address the entire process of reestablishing their infrastructure. 
Those willing to provide an entire package of services may find 
Willing city and state administrations. These infrastructure 
opportunities to design major projects exist now; any delays in 
entering this market will reduce opportunities for U.S. companies. 


Consumer goods sales have been especially brisk in eastern Germany 
and have increased Germany's demand for imports. Potential agents 
and distributors are beginning to appear in the eastern states, many 
of whom are enthusiastic about the prospect of handling U.S. 
products. U.S. exporters should also consider using existing 
representatives in western Germany, or undertaking joint marketing 
activities with western German suppliers. 


For further information on opportunities to export to Germany, 
including market studies on the best prospective industries and 
trade fair information, contact the Germany Desk in the Department 
of Commerce at (202) 377-2434, -2435, or -2841. The address is: 
Germany Desk, Room H-3043, International Trade Administration, 
U.S. Department of Commerce, Washington, D.C. 20230. 








